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Division Directory Attracts Attention
As announced earlier, the Division’s first Directory of
Member Firms was published in early October. Copies
were sent to member firms, AICPA educator members,
college and university libraries, the Robert Morris
Associates, and state CPA societies. Although the
publication ran out of stock (largely as a result of the
unanticipated demand), it has since been reprinted and
is available from the AICPA Order Department.
The Section has received a number of letters from
firms that believe the Directory would be much more
useful to them if it were arranged geographically rather
than (or in addition to) alphabetically. In responding to
these letters the PCPS staff pointed out that the intent
of the Directory is not for use as a “shopping list,” but
rather as a reference source for those who wish to look
up a particular firm; and also that if the Directory were
arranged geographically some firms would be listed
dozens of times, while most would appear just once. The
Executive Committee considered these comments at its
December meeting, but deferred decision on any
recommended changes until the second edition is to be
prepared.
DISTRIBUTION BY MEMBER FIRMS

When the Directory was issued the Executive
Committee wrote to PCPS member firms urging them to
consider distributing it within their business and financial
communities. The Committee suggested language for a
covering letter explaining what Division membership
represents. Shortly thereafter, AICPA officials started to
receive letters protesting some of that language. In
response, the PCPS sent a letter to all member firms
alerting them that some AICPA members considered
these passages objectionable:
• “While most practicing CPAs are members of
AICPA, fewer than 10% of the nation’s CPA firms
have joined this elite division.” (Emphasis added.)
• “I suggest that whenever you are considering using
or recommending a CPA firm, you first consult the
Directory to see whether the firm is a member.”
Many of the protests contained substantially
identical language, probably as a result of an organized
letter-writing campaign. However, others appeared more
spontaneous. Most (but not all) of the letters were from
AICPA members whose firms have not joined the
Division.
At the Executive Committee’s December meeting,
AICPA Board Chairman Rholan E. Larson summarized
four principles that pervaded the more thoughtful letters:
• Despite recent changes in the advertising and

solicitation rules, the Institute’s membership is
concerned that members’ public relations activities
should be tasteful and professional.
• The AICPA should not participate in a program
designed to help members obtain clients at the
expense of other members.
• Peer review is a valid concept for improving the
quality of practice and should be supported.
Continued on page 4

“Big Apple” To Host PCPS Conference
The Fifth Annual PCPS Conference will be held May 1-3,
1983, in New York’s Grand Hyatt.
The featured presentations will include:
• Updates on professional developments from the
AICPA and PCPS leadership.
• A marketing presentation, courtesy of the Institute’s
Management of an Accounting Practice Committee.
• A briefing on the PCPS and its message of quality.
• A standards overload discussion featuring FASB
member David Mosso.
• An expert’s counsel on the art of negotiating.
• Member forums, designed to get your input on the
Section’s current and planned activities and services.
• Concurrent sessions on computer usage, tax practice,
audit efficiency and peer review.
Representatives of member firms are urged to
participate, and to sample New York City’s many
attractions. For details contact the AICPA’s Meetings
Department, (212) 575-6451.
□

Choosing the Type of Review Team That’s
Best for Your Firm
By Morris 1. Hollander, Chairman, Peer Review Committee

If your firm’s peer review is approaching soon a natural
question for you to ask is, “What type of review team is
best for us?” A number of alternatives are available,
including an association review if your firm is a member
of an association of CPA firms that offers PCPS reviews,
or a state society review if your state CPA society has
such a program. However, the two most common types
of review teams are the committee-appointed review team
(“CART”)—that is, a team appointed by the Peer Review
Committee staff; and a firm-on-firm team—that is, a team
appointed by another member firm that you engage to
perform your review.
What are the advantages and disadvantages of these
two most common types of review teams? And which
would be most appropriate for you? This article explores
Continued on page 5
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PCPS Study Group Formed
AICPA Board Chairman Rholan E. Larson has
announced the formation of a special committee to conduct
a comprehensive review of the PCPS objectives,
membership requirements, organizational structure and
functions. The committee will report its findings and
recommendations to the Board of Directors.
The study will include the activities of all three
PCPS committees (executive, peer review and technical
issues). Its goal is to determine whether the Section’s
objectives and programs are appropriately responsive to
the needs of AICPA members with private company clients.
A . Marvin Strait, a former member of the Executive
Committee, will chair the new committee. George D.
Anderson, Mr. Larson’s predecessor as board chairman,
is a member. Three current PCPS committee members will
also serve on the new committee—W. Thomas Cooper, Jr.,
John T. Schiffman and Sandra A. Suran. Other prominent
practitioners whom Mr. Larson appointed are Robert L.
Israeloff of New York, Richard C. Rea of Ohio, and John
S. Waddell of California. Albert E. Trexler, Executive
Director of the Pennsylvania Institute of CPAs, is also a
member.
Mr. Larson discussed the group’s formation and
charge with the PCPS Executive Committee at the latter’s
December meeting. Noting that the PCPS has been
functioning for more than five years without a formal
assessment, the Executive Committee welcomed the new
committee’s formation and pledged its full
cooperation.
□

Audit Sampling Statement Becomes
Effective in June
By Dan M. Guy, AICPA Director of Auditing Research

Editor's Note: The Technical Issues Committee would like
to alert all member firms to the impending effective date of
SAS No. 39, Audit Sampling. Mr. Guy prepared this article
for your Reporter at the TIC’s request.

SAS 39 applies to both statistical and nonstatistical
sampling. It is effective June 25, 1983. The SAS adds
several new concepts to authoritative literature. Here are
the new concepts:
• The concept that some items exist for which, in the
auditor’s judgment, acceptance of some sampling risk
is not justified, and which should be examined 100
percent.

• The suggestion that the efficiency of a sample may be
improved by separating items subject to sampling into
relatively homogeneous groups.
• A requirement that the auditor select a sample that
he believes is representative of the items comprising
the pertinent account balance or class of transactions.
• A requirement to consider in a substantive test how
much monetary error may exist without causing the
financial statements to be materially misstated.

• A requirement that the auditor consider unexamined
items to determine their effect on his evaluation of
the sample.
• A requirement that the auditor project his evaluation
of the sample to the account balance or class of
transactions from which he selected the sample.

• A requirement that the auditor consider, in the
aggregate, projected error results for all audit
sampling applications and all known errors from
nonsampling applications when he evaluates whether
the financial statements taken as a whole may be
materially misstated.
The AICPA is publishing a guide on audit sampling
to assist auditors in applying SAS 39. It is expected to
be available by April. The guide is organized so that an
auditor interested in nonstatistical sampling doesn’t have
to read the material on statistical sampling.
In addition, the AICPA is developing two new CPE
courses on sampling in small business audits. One course
is basic and the other advanced. They should be
available for state society presentations in July.
□

Continuing Professional Education:
Tuning In To Video
By Margo Jossem, Manager, CPE Marketing Department, AICPA

Whether you choose seminars, training schools, in-house
workshops, audio tapes or video cassettes, there’s a
continuing education program to meet your needs and
interests. Largely as a result of the CPE requirements of
41 states and the Division for CPA Firms, the number and
variety of programs keeps expanding.
The traditional seminars, some sponsored by state
societies and the AICPA and others by universities or
associations of CPA firms, are still an effective and popular
form of continuing education. Attendance at AICPA/
state society programs reached a record high of 110,000
participants in 1981-82. Sales of AICPA group study
materials for firm use are also on the rise. However,
increased competition, economic factors mandating costeffective training, and technological advances in
educational delivery systems have stimulated more
innovative approaches to CPE.
Some of the more exciting innovations involve video
—ranging from video-assisted self-study programs to full
scale video-conferencing. The benefits are obvious—video
is convenient, flexible and cost-effective. Although video
cassette recorders have not yet reached mass market status,
more and more individuals and firms are purchasing or
renting them, or have access to video equipment. In
response, the supply of video educational programs is
growing rapidly.
The AICPA CPE Division has been producing video
programs since 1979, when it introduced VideoFlex™,
a self-study or group study video-assisted program
combining a full color videotape with a coordinated
workbook/manual. There are currently 13 titles, covering
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a broad range of subjects from How to Get Ready for
Your Own Peer Review to Successful Client Representation
Before the IRS. Additional programs will be released in
the next few months. Manuals are purchased separately
from the tapes, which can be either rented or purchased.
Last year, the AICPA introduced Video Capsules™, a
series explaining significant FASB, SAS and SSARS
pronouncements as they are issued. These programs,
which can be purchased individually or on a standing order
plan, include a half hour videotape and a set of written
materials. The written materials may be reproduced for
any size class.
Other AICPA video programs include KESSettes, which
bring Sidney Kess, a renowned tax expert, to your TV
screen in separate presentations on Corporate Income Tax
Returns, Individual Income Tax Returns, and Managing
Today’s Tax Practice. “Special Edition” videotapes are
also available on “hot topics” such as TEFRA and
Subchapter S .
The AICPA Public Relations Division produces the
CPA Video Journal, designed to keep CPAs current on
professional developments. The programs introduce new
ideas for practice management, analyze critical problems
CPAs encounter, provide highlights of conferences and
meetings and present special reports.
The AICPA is not the only producer of instructional
video programs for the CPA profession. The Center for
Video Education (CVE), based in New York, has been
producing video for over a year. CVE offers technical
subjects as well as non-technical topics such as Written
Communications and Time Management.
Several state CPA societies have recognized the
potential of video—Colorado, California and Missouri
among them. Societies that have videotaped their
conferences can use the tapes for subsequent presentations
or for sale to firms.
Video-conferencing takes the medium a step further.
Imagine sitting in a classroom a thousand miles from your
instructor, a noted expert who appears via satellite on a
giant screen. You’re puzzled by something, so you pick up
the telephone and call in a question. Within minutes the
instructor answers your specific questions. The wave of
the future? Not so—video-conferencing is becoming more
and more popular in business and industry.
The Canadian Institute of Chartered Accountants
experimented with this method two years ago, working
with Canada’s Public Broadcasting System. More recently,
Prentice-Hall offered a teleconference on TEFRA, while
the California CPA Foundation sponsored its first video
conference on real estate. Although setting up a video
conference is expensive, one can reasonably expect costs
to drop as the technique becomes more commonplace.
As video technology continues to develop, its
educational applications will become more sophisticated.
So if you haven’t considered a video approach to CPE,
now is the time to do so!
For more information about AICPA video call
(212) 575-6229.
□

Technical Issues Committee Continues To
Speak Out
The TIC continues to be a major voice presenting
practitioners’ views to the AICPA’s senior technical
committees. TIC members study materials that are being
considered by these committees, and generally comment
only when there is cause for concern. Here is a summary
of recent comments.
A memorandum to the Accounting Standards
Division commented on AcSEC’s recommendation on the
acceptability of “simplified LIFO” for financial reporting
purposes. The TIC’s major points were that simplified
LIFO using 100% of an external index should be presumed
acceptable except in the rare cases where there is
persuasive evidence to the contrary; and that additional
disclosure requirements, beyond those already required or
customary, should not be imposed. The TIC accepted
AcSEC’s preliminary determination that simplified LIFO
using 80% of an external index should not normally be
considered acceptable.
Responding to a proposed FASB statement, a TIC
letter to AcSEC urged that a reduction in an asset’s tax
basis caused by the investment tax credit be accounted
for as a permanent difference rather than a timing
difference. This treatment would avoid setting up
deferred taxes. The TIC’s letter presented both practical
and conceptual arguments for its recommendation.
Occasionally, an exposure draft’s timing makes it
impossible for the TIC to respond formally through
AcSEC before the FASB’s comment cutoff date. This
happened on a recent FASB proposal to classify
obligations that are callable by the creditor as current
liabilities. The TIC was generally opposed to the proposal,
principally since it would replace the accountant’s
responsibility to exercise professional judgment, based on
the facts in a given situation, with an arbitrary rule which
could bring about results that contradict the facts. As a
result, the rule could trigger technical defaults under some
existing loan agreements. Since the deadline for responses
to the exposure draft precluded sending a TIC response
through AcSEC, TIC members agreed to submit their
views individually to the standard-setting body.
The TIC welcomed a proposed ethics interpretation
on the effect of family relationships on independence. The
proposal would supersede Interpretations 101-4 and
101-7, and in the TIC’s view the revision would be more
responsive to today’s practice environment. However, the
TIC submitted several recommendations to clarify certain
language in the proposal, and to make it more suitable to
smaller firms.
In a productive interchange with the TIC, Herman J.
Lowe, Chairman of the Professional Ethics Executive
Committee, discussed that Division’s relationships with the
TIC, and explained a number of changes to the Rules of
Conduct that are being considered. (At earlier meetings,
the TIC has discussed issues of concern with chairmen of
AcSEC, the Auditing Standards Board, and the
Accounting and Review Services Committee.)
□
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Division Directory Attracts Attention
Continued from page 1
• There are many firms with quality practices that are
not members of the Division.

this letter to members of your executive committees for
their future guidance.

Sincerely yours,
/s/ Rholan E. Larson
Chairman of the Board

□

ACTION BY THE BOARD

Following a discussion with the Board of the
correspondence from members and of the Division’s
proposed public relations activities, Mr. Larson sent the
following letter to W. Thomas Cooper, Jr., and Ray J.
Groves, chairmen, respectively, of the PCPS and SECPS
executive committees:
Dear Tom and Ray:
At its meeting on December 2-3, 1982, the AICPA
Board of Directors reviewed the operations of a number
of Institute activities, including the two sections of the
Division for CPA Firms. I have been directed by the
Board to convey the substance of those discussions to
you and your respective executive committees.
The Board affirmed the Institute’s commitment to self
regulation and the role of the Division for CPA Firms
as an important element in the AICPA self-regulatory
program. The division was formed to foster quality
performance by adherence to membership requirements
including a triennial peer review of member firms’
accounting and auditing practices. The Private
Companies Practice Section has as a further objective:
serving the interests of smaller and medium-sized
firms particularly through the efforts of its technical
issues committee.
The Board believes that broad-based membership in the
Division for CPA Firms is an important demonstration
of support for the commitment to quality and the
concept of self-regulation, even though many firms with
a strong commitment to quality have not yet chosen to
join the Division. Moreover, while many states are
currently adopting differing forms of programs designed
to enhance the quality of practice, the Board believes
that a comprehensive, well-coordinated program,
unencumbered by jurisdictional differences appears to
be the best method of serving the public interest.
For the foregoing reasons, the AICPA Board of
Directors fully supports efforts of the two sections to
increase their membership. In that connection, the Board
believes it is entirely proper for the Division to
appropriately explain the nature of the program to
AICPA members and others.

The Board believes that membership in the Division
should be based on a commitment to quality and not on
an expectation that the Division will engage in practice
development efforts to attract clients to member firms at
the expense of other members of the Institute. While
the Institute cannot control promotional activities of
members beyond the provisions of the Rules of Conduct,
the Board has determined that the Institute and its
segments will neither encourage nor assist its membership
in practice development efforts to attract clients by use
of statements that denigrate or reflect adversely upon
other members of the Institute.

I would appreciate it if you would distribute copies of

Practice Management Review Available
from the MAP Committee
Member firms occasionally suggest that PCPS peer reviews
be expanded to provide additional benefits to the
reviewed firms. Some have suggested including, on an
optional basis, reviews of the firm’s tax and MAS practice,
or of its practice management.
These proposals are being considered but no
important developments are expected in the immediate
future. The suggestions are sometimes based on the
economies available through combining several types of
review in one visit. Questions have been raised, though,
about whether the Section’s peer reviewers, who are highly
skilled in accounting and auditing, could normally be
expected to have the specialized competence needed to
make a real contribution in other areas. Standards and
procedures for the reviews would first have to be
developed and tested. Another consideration is that many
firms would not want the findings and conclusions of the
optional reviews to be part of the AICPA’s files. (This is
probably not a real problem; the report could be oral, and
the reviewers could be required to discard their
workpapers.)
Although the PCPS itself does not offer practice
management reviews, some member firms might want to
consider the Local Firm Practice Management
Consultation Program, sponsored by the AICPA’s
Management of an Accounting Practice Committee.
Known earlier as the Local Firm Management Review,
this service has been available since the mid-70s. Two
qualified reviewers (who are themselves managing
partners) study preliminary information that the firm
prepares and then spend two days on site interviewing
personnel and surveying the firm’s administrative policies
and procedures. The survey is extensive, covering
subjects such as practice development, financial controls,
billing & collection, scheduling, review & report
procedures, filing & bookkeeping, and personnel &
partnerships. On the second afternoon the reviewers and
partners discuss the findings, conclusions and
recommendations. All workpapers either remain with the
reviewed firm or are destroyed.
The reviewed firm can request reviewers who have
expertise in particular areas (e.g., computer applications),
or be from firms of certain size ranges. One of the
reviewers’ responsibilities is to identify qualified managing
partners who might themselves serve as reviewers.
The total fee is $1,600, which includes travel costs.
For further information contact the AICPA’s Industry and
Practice Management Division, 212/575-6439.
□
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Choosing the Type of Review Team That’s
Best for Your Firm

Continued from page 1
the relative advantages of CART and firm-on-firm reviews
to help your firm make the right choice.
THE RIGHT FIT

To have your peer review performed by a CART, you
have to furnish certain background information to the
AICPA’s Quality Control Review Division (QCRD).
This information deals with your firm’s number of
accounting and auditing hours, any industry specialties, the
time when the review is to take place, and other data
needed to assemble a team that is suitable for your firm.
The team will normally be drawn from firms about the
size of yours and have industry experience in the fields in
which your firm practices. Its members will normally be
based a reasonable distance from your firm, and the team
will be available to conduct the review when you want it.
You then have a chance to approve the team selected. To
summarize, in a CART review, there is a real effort to
select a team that fits your firm, and you have an
opportunity to approve the team before its selection is
final.
With firm-on-firm reviews the only requirement is that
that firm be a member of the appropriate section(s) of the
Division for CPA Firms. You should try to select a firm
with similar industry background and experience, that is of
a comparable size, and that can meet your timing and
scheduling requirements.
It would be advisable to ascertain whether the firm
you are considering has successfully undergone a peer
review. Your firm would then have reasonable assurance
that the firm is familiar with all that is involved. You
might want to request a copy of its peer review report, and
to determine whether the reviewers to be assigned have
peer review experience or have attended a reviewers’
training program. This would help insure that those
conducting the review are familiar with the peer review
process.
If you do not know of a suitable firm the QCRD will,
on request, send you a list of firms that have indicated
interest in performing reviews. You should then
investigate the background and suitability of the firms
you are considering.
PEER REVIEW COSTS

The QCRD notifies the firm to be reviewed of the
anticipated cost of a CART review. The estimate includes
the expected range of hours together with the team
members’ rates. The ranges are developed from
experience with reviews of similar size firms, and provide
a good working guideline. If for some reason an estimate
is exceeded by more than 10%, the review captain must
discuss this with the reviewed firm, and explain to the
Peer Review Committee’s staff in writing the reasons for
the overage. The PCPS periodically publishes actual cost
data, analyzed by firm size. With this analysis and the
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advance estimate, the cost of your CART review is
reasonably predictable. A 10% surcharge is added to the
CART fees to help defray the QCRD’s administrative costs.
Actual travel expenses are also billed to the reviewed firm.
On the other hand, the cost of a firm-on-firm review
is determined solely by the two firms involved. It could be
based on a negotiated fixed fee, an estimated range with
an upper limit, or an hourly rate. If the arrangements call
for a fixed fee the cost of the review is known in advance.
OTHER CONSIDERATIONS

The end product is a peer review report, usually
accompanied by a letter of comments. In a CART review
these are issued on the AICPA’s letterhead. This appeals
to some firms, particularly those that plan to publicize the
results. They apparently feel that a report issued on
AICPA letterhead has added credibility. A firm-on-firm
report is issued on the reviewing firm’s letterhead.
Other factors might depend on the size and structure
of your firm. If yours is a multi-office firm a firm-on-firm
review may be advantageous in that the reviewers may be
better able to coordinate their activities among the various
offices. Firm-on-firm reviewers will probably have worked
together before, and this could make them a more efficient
team. CART members may need more time to develop
their working relationship, particularly if they are working
at different locations.
Another consideration is that some firms may want
to observe and benefit from the approaches and techniques
of several different firms. They can do this by having a
CART review.
In summary, there are several ways in which your
firm’s peer review can be accomplished. Experience to
date has shown that a firm undergoing peer review benefits
a great deal from having an objective evaluation of its
policies and procedures. The appropriate composition of
your review team can enhance these benefits. In
assembling a team for a CART review, every effort is
made to insure that the team fits the needs of the reviewed
firm—in terms of familiarity with specific industries,
experience, size of firm, etc. Similarly, a reviewing firm
should be selected based on its qualifications and the
degree to which they match your firm’s needs. Consider
the alternatives, and weigh the advantages and
disadvantages of the various types of reviews. Then select
the one that you believe will provide the most benefits for
your firm.
□
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